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CORPORATE PROFILE 


Veteran Resources Inc. is an independent junior oil 
and gas producer which also provides advanced 


drilling technology to the oil and gas industry. 


Veteran is based in Calgary, Alberta, and is listed on 
the Alberta Stock Exchange. At year end the 
Company had issued and outstanding 14,242,103 
shares (symbol VTI). 


ANNUAL AND SPECIAL GENERAL MEETING 
The Annual and Special General Meeting of the 
shareholders of Veteran Resources Inc. will be held 
in the auditorium Main Floor, Bantrel Tower, 
700 — 6th Avenue S. W., Calgary, Alberta on June 11, 
1999 at 9:00 a.m. 


ABBREVIATIONS 


MBBL — Thousands of barrels 


MMCF  — Million cubic feet 

BOPD — Barrels of oil per day 

BOE — Barrels of oil equivalent 10:1 
MBOE  — Thousands of BOE’s 


MMscf/d — Million standard cubic feet per day 


Veteran Resources Inc. 


TO THE SHAREHOLDERS 


The past year was challenging for the Canadian oil 
and gas industry. Crude oil price which began to 
soften in 1997 continued its downward spiral 
resulting in a year end price which tested the low 
experienced during the 1986 price collapse. Industry 
expectations for an early reversal evaporated and by 
year end it was commonly anticipated that crude oil 


price would not begin to recover until late 1999. 


Gas prices remained relatively firm during 1998 
with the expectation of a cold winter and improved 
market access resulting from pipeline expansions to 
U. S. markets. The reality proved far less than the 
expectation as the North American winter proved to 


be abnormally mild. 


During 1998 Veteran (The Company) participated 
in three Precambrian oil tests at Red Earth Alberta 


resulting in two Granite Wash oil wells. 


Water injection was continued throughout the year 
at the Provost pilot water flood pattern. Response 


was noted at offsetting producers in the latter half of 


the year however further substantiation of response 


is required to confirm pilot success. 


Veteran acquired several North East British 
Columbia drilling licenses at Crown auctions 
during the year. The Company also participated in 
developing a new drilling system in cooperation 
with a drilling services contractor. Veteran proposes 
to use this new technology to develop the gas 
potential of its North East British Columbia lands. 


Laboratory work was completed during 1998 on the 
"Multi Drain Process". Results were sufficiently 
encouraging, that by year end the Company was 
preparing to participate in a pilot to field test the 
process. The pilot was designed for lands owned by 
a senior producer under the provisions of an option 
arrangement which allows the pilot owners to 
their but 


predetermined time frame) the lands under pre- 


acquire (at election, within a 
established payment terms. Preparations were 
underway at year end to initiate field pilot activity in 


the early new year. 


Veteran completed a small flow-through share issue 
in late December; the proceeds of which were to be 
used to fund the Company’s winter drilling 
program in North East British Columbia. 


Management wishes to thank the shareholders and 
employees for their continued support and 
encouragement through these extremely difficult 


times. 


OL 


Donald Jewitt 
President 


March 25, 1999 
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Veteran Resources Inc. 


OPERATIONS REVIEW 


Annual average gross Company oil production was 
107 BOPD up 51 percent over 1997 production of 
71 BOPD. The increase was principally due to new 
production from Red Earth, Alberta. Average crude 
oil price received was $18.94/bbl down $7.51 or 28.4 
percent from levels realized in 1997. Crude oil prices 
which began to weaken in the fall of 1997 continued 
to trend downward through 1998. 


The Company also realized gross overriding royalty 
revenue on gross production from its Red Earth 
property. Gas price for this production averaged 
$2.12/MCF during 1998. 


The Company expects that crude oil price will 
remain volatile and depressed through the first three 
quarters of 1999 and begin to strengthen toward 
year end. Gas prices are expected to remain stable 
but weak throughout most of the year as a 


consequence of low storage draw down during a 
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warmer than anticipated winter, however gas price 
should strengthen with the onset of the 1999/2000 
winter season. 


Water injection was continued at the Provost pilot 
waterflood pattern in central Alberta. Injection 
response was observed at an offsetting producer 
during the summer while a second producer 
recorded response in the fourth quarter of 1998. 
Further response history is required in order to 
quantify and evaluate the success of the pilot. A 
successful pilot would allow for further waterflood 
patterns to be developed in the future. Twelve 
suspended Provost water injection wells were 
abandoned during the year in order to reduce 
surface lease expense. These wells were deemed to 
have no potential use in any future waterflood 
expansion. The Company holds a 50 percent 
working interest in 9,120 gross acres of land in the 
Provost area. 


LOCATION MAP SHOWING 


VETERAN LANDS 


ALBERTA 
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Two Precambrian oil tests were drilled on Veteran’s 
Red Earth properties at no cost to the Company. 
Neither of these wells were capable of production. 
In addition Veteran participated in three further 
Red Earth tests which resulted in two Granite Wash 
oil wells and one dry hole. The Company holds a 40% 


interest in 2,080 acres of lands in the Red Earth area. 


Detailed laboratory studies were conducted on the 
“Multi which targeted the 
bitumen/heavy oil resources of Western Canada. 


Drain Process” 


The results of these investigations were encouraging, 
so the Company proceeded to finalize plans to pilot 
test the process in the field. An arrangement,was 
subsequently concluded with a senior producer to 
allow the pilot to be tested on lands owned by the 
producer. This arrangement allows the pilot test 
owners to acquire (at their election) the lands held 
by the senior producer under pre-agreed payment 
terms. Veteran holds a 33 1/3% interest in the “Multi 
Drain Process” technology and a 10% working 
interest in the pilot project. 


The Company proceeded to acquire lands in North 


East British Columbia after completing a detailed 


technical evaluation of the area. In aggregate 
Veteran successfully purchased drilling licenses 
totaling 20,130 acres at Crown Auctions. Veteran 
holds a 100 percent working interest in these 
properties. 


Simultaneous with this land acquisition activity the 
Company initiated discussions with a drilling services 
contractor to devise a new drilling process designed 
to exploit the North East British Columbia lands. 


This thrust led to the development of a unique 
drilling process which Veteran expects to field test 


during 1999. At year end the Company was seeking 
the involvement of one or more Joint Venture 
parties for the North East British Columbia project. 


MANAGEMENT DISCUSSION AND 
ANALYSIS 


REVENUE AND EXPENSES 

Gross revenue in 1998 was $759,972 up $86,912 or 
12.9% from 1997. This increase resulted from a 
combination of increased revenue from oil 
production at Red Earth offset somewhat by lower 


oil prices. 


Operating expense in 1998 was $391,747 an increase 
of $76,978 or 24.4% from 1997. The increase was 
primarily related to the addition of Red Earth 


production. 


General and administration expense was $416,267 
in 1998 an increase of $14,627 or 3.6% over 1997. 
The increase was primarily due to additional 


monthly costs for oil and gas software products. 


The Company is annually required to establish a 
limit of the carrying cost of its oil and gas assets. A 
rigorous analytical calculation called a “ceiling test” 
(by the accounting profession) is used to complete 
this assessment. The guidelines used for the ceiling 
test require that year end prices for oil and gas are 
used in the determination of the limit of the 
carrying cost. Given the extremely low crude oil 
price recorded at year end, Veteran was required to 
write down its oil and gas asset value by $1,879,000. 
As a consequence of this write down the Company 
is now carrying these assets at a value that is 
approximately one year net operating cash flow 


based on a third party engineering evaluation. 


1998 Annual Report 
Page 3 


OPERATING NETBACK 
The financial turmoil experienced by Asia, Latin 
America and Russia negatively influenced 
worldwide commodity prices in general and energy 
price in particular. World oil prices continued their 
downward trend throughout 1998 while OPEC and 
alike 


significant revenue reductions. Canadian producers 


non-OPEC producers suffered from 
with significant oil assets suffered while those 
companies holding predominantly gas assets 
experienced reasonably good times. Many 
producers who were leveraged to oil reduced their 
capital spending programs and expenses to 
accommodate lower cash flow due to lower crude 


oil prices. 


The average crude oil price realized by Veteran 
during 1998 was $18.94 per barrel down $7.51 or 
28.4 percent from 1997. Unit operating expense for 
1998 was $9.85 per barrel down $2.32 per barrel or 
19 percent from 1997 levels. This reduced expense 
was a reflection of new lower cost volumes being 
produced at Red Earth, Alberta. Royalties were 
$0.72 per barrel down $0.82 per barrel or 53.3 
percent from 1997 entirely due to reduced crude oil 
price. The unit operating net back experienced in 
1998 was $8.37 per barrel down $4.37 per barrel or 
34 percent from the 1997 level. A $2.32 (19 percent) 
decrease in unit operating expense was insufficient 
to offset the lower oil price resulting in the 
significantly reduced operating netback. 


YEAR 2000 ISSUE 
Many computer systems currently record years in a 
two digit format. Such computer systems will be 
unable to properly interpret dates beyond the year 
1999, which could lead to business disruptions (the 
“Year 2000 Issue”). 


The Year 2000 Issue is not considered by 
management to be material to the Company for 
either its internal systems or software products and 
that related costs will not materially affect the 
financial position or operating results of the 
Company. However, there can be no assurance that 
the systems of other companies on which the 
Company’s software products and_ internal 
computer systems rely will be timely converted, or a 
conversion that is incompatible with the Company’s 
software products or internal computer systems, 


would not have a material adverse effect on the 


Operating Expense $9.85 
Royalty $.72 = | 


Netback $8.37 — 


Company. 


Operating Expense $12.17 
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Veteran Resources Inc. 


CANADIAN LAND HOLDINGS 


At year end the Company’s land holdings were: 


Alberta Gross Acres Net Acres 
Provost 95120 4,560 
Barons 320 236 
Red Earth 2,080 832 
SUB TOTALS poms one ops ‘ 1S 20 5,628 
British Columbia 

Yoyo/Sierra/Gunnel 20,130 20,130 
SUB TOTAL 20,130 20,130 
TOTAL 315650 25,/58 

RESERVES 


The Company’s proven and probable oil and natural gas reserves at January 1, 1999 were evaluated by 
Sproule Associates Limited as shown in the following tables. 


Reserves (before royalties) 1998 1997 
Crude Oil (MBBL) 

Proven 183.2 eh oat 
Probable 85.1 — 
Doom ba a ir eee eb 


Pipeline Gas (MMCF) 


Proven producing — By iy 617.6 725.0, 
Total Gas 617.6 725.0 
Total (MBOE) 330.1 384.6 


Present Value of Reserves (before tax using escalated prices) 


Undiscounted Discounted Discounted 
Thousands ($) @ 10% @ 15% 
Proven Be2ov, Ngo) i savall 
Probable 842 410 296 
Gane. i as " owe) niger on igi Lol7 oe 
Alberta Royalty Tax Credit 47 37 34 
Total 3,146 1982 1,651 


Probable reserves have not been reduced to account for risk. 
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Veteran Resources Inc. 


AUDITORS’ REPORT 


To the Shareholders of 
Veteran Resources Inc.: 


We have audited the consolidated balance sheets of Veteran Resources Inc. as at December 31, 1998 and 1997 
and the consolidated statements of loss and deficit and changes in financial position for the years then ended. 
These financial statements are the responsibility of the company’s management. Our responsibility is to 


express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 


significant estimates made by management, as well as evaluating the overall financial statement presentation. 
In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 


position of the company as at December 31, 1998 and 1997 and the results of its operations and the changes 


in its financial position for the years then ended in accordance with generally accepted accounting principles. 


AW ie [Gees Mane 
Calgary, Alberta, 


March 5, 1999 Chartered Accountants 
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Veteran Resources Inc. 


MANAGEMENT'S REPORT 


The accompanying financial statements and all information in this annual report are the responsibility of 
management. The financial statements have been prepared by management in accordance with generally 
accepted accounting principles, and in the opinion of management, present fairly the financial position and 
results of operations of the Company within acceptable limits of materiality. Financial and operating 
information presented elsewhere in the annual report is consistent with the results summarized in the 
financial statements. 


Management maintains appropriate systems of internal controls to safeguard assets and enable accurate and 
timely financial and operational reporting. The accuracy of the financial reporting has been examined by 
external auditors. The Board of Directors is responsible for ensuring that management fulfills its 
responsibilities for stewardship and financial reporting and is ultimately responsible for reviewing and 


approving the financial statements. 


a = 
Ler dT = mee ee 


Donald Jewitt Brian Schmidt 
President Secretary- Treasurer 
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Veteran Resources Inc. 


CONSOLIDATED BALANCE SHEETS 


As at December 31, 1998 and 1997 


Assets 
1998 1997, 
Current assets: 

Cash and short-term deposits $ 194,208 $ 570,412 

Restricted cash (Note 9) 167,500 907,250 

Accounts receivable 171,052 189,624 

Prepaid expenses Brees tem z a 28,440 ee 24,307 

561,200 1,691,593 
Capital assets (Note 3) Cok mate 496,846 2-95 | 1,187,212 
$ 1,058,046 $ 2,878,805 
Liabilities and Shareholders’ Equity (Deficiency) 
Current liabilities: 

Accounts payable and accrued liabilities $ 597,402 $ 2812995 
Long-term debt (Note 11) 379,915 — 
Future site restoration 156,109 166,531 
Contingency (Notes 1 and 10) 

Shareholders’ equity (deficiency): 
Capital stock (Notes 6, 9 and 11) 5,587,212 5,812,930 
: Deficit _ pase Hed AV Daur eeteec ch (5,662,592) (3,382,651) 
: Aa Sn Ga ey ee ees (75,380) Wicbnavas oo 
$ 1,058,046 $ 2,878,805 
Approved on behalf of the Board: 
er, ae 
Cpe Bl eee 
a an as 6 Gia aw a Fs W) 
MOA 
Director Director 
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Veteran Resources Inc. 


CONSOLIDATED STATEMENTS OF LOSS AND DEFICIT 


For the Years Ended December 31, 1998 and 1997 


1998 1997 
Revenue: 
Oil and gas $ 759,972 $ 673,060 
ie Royalies a2 ee 2 (28,115) (39,718) 
Net production revenue 731,857 633,342 
Consulting — W327, 
70 Interest _ 2h be : ‘ 11,990 182555 
ee ; : 743,847 825,114 
Expenses: 
General and administrative 416,267 401,640 
Operating 391,747 314,769 
Depletion and depreciation 318,059 138,669 
Write-down of capital assets 1,879,000 — 
Interest on long-term debt (Note 11) 15,715 — 
Site restoration 3,000 2555 
Consulting — 136,976 
Write-down of investment (Note 5) ; — _ 1,055,872 
3,023,788 2,050,481 
Loss (2,279,941) (L225 367) 
Deficit, beginning of year |. bs Ta A (3,382,651) (2,157,284) 
Deficit, end of year $ (5,662,592) $ (3,382,651) 
Loss per share (Note 11) $ (0.16) $ (0.10) 
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Veteran Resources Inc. 


CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 


For the Years Ended December 31, 1998 and 1997 


1998 107; 
Operating activities: 
Loss $ (2,279,941) $1,225,367) 
Items not affecting cash: 
Depletion and depreciation 318,059 138,669 
Write-down of capital assets 1,879,000 — 
Site restoration 3,000 2,295 
Write-down of investment ; —- 1,055,872 
Funds used in operations (79,882) (28,271) 
Net change in non-cash working capital 329,846 (221,264) 
Bsa na amor Res ees Oeil 249,964 (249,535) 
Financing activities: 
Issue of common shares 179,097 1,815,233 
bone tree eet ie 379,915 = 
PR aman eae 4 ; : 559,012 1,815,233 
Investing activities: 
Purchase of capital assets (1,911,508) (256,084) 
Site restoration (13,422) — 
Deferred expenditures | — (91,803) 
: eR Rnd, a GRU. (1,924,930) i (347,887) 
Increase (decrease) in cash for the year (1,115,954) E2173841 
Cash — beginning of year 1,477,662 259,851 
Cash — end of year $ 361,708 $ 1,477,662 
Funds used in operations per share $ (0.01) $ — 
Cash is comprised of: 
Cash and short-term deposits $ 194,208 $ 570,412 
Restricted cash 167,500 907,250 
$ 361,708 Seo 477 b62 
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Veteran Resources Inc. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


As at December 31, 1998 and 1997 


Company operations and going concern assumption 


Veteran Resources Inc. (“the Company”) is engaged in the acquisition of, exploration for and 
development of oil and natural gas properties in Canada. In addition, the Company has developed a 
horizontal drilling expertise which it makes available to the industry on a fee basis or for participating 
interests and which it expects to apply to the development of its own oil and gas properties. 


These consolidated financial statements include the accounts of the Company and its wholly-owned 
subsidiary Veteran Resources Offshore (Cyprus) Limited. All significant intercompany transactions and 
balances have been eliminated on consolidation. 


These consolidated financial statements are prepared using generally accepted accounting principles that 
are applicable to a going concern. 

At December 31, 1998, the Company had a working capital deficiency of $36,202 and a shareholders’ 
deficiency of $75,380. For the year ended December 31, 1998, the Company incurred a loss of $2,279,941, 
of which $1,879,000 related to a write-down of capital assets under the ceiling test. 


The Company’s activities are related primarily to the exploration for and development of oil and natural 
gas reserves. The ultimate recovery of the Company’s investment in capital assets is dependent upon the 
successful exploration for and development of oil and natural gas in commercial quantities. The future 
success of the Company, and its ability to continue as a going concern, is dependent upon the ability of 
the Company to recover the cost of its capital assets, operate profitably and to generate sufficient cash 


flow to meet its liabilities as they fall due. 


Subsequent to December 31, 1998, the Company raised additional equity financing and settled its long- 
term debt as discussed in Note 11. 


Summary of significant accounting policies 


Capital assets 

The Company follows the full cost method of accounting for its petroleum and natural gas properties 
and equipment whereby all costs, net of incentives, related to the exploration for and development of oil 
and gas reserves are capitalized. Costs include lease acquisition, geological and geophysical expenditures, 
carrying costs of non-productive properties, the drilling of productive and non-productive wells and 
related plant and production equipment costs. Proceeds on disposal of properties are ordinarily 
deducted from such costs without recognition of profit or loss except where such disposal would change 


the rate of depletion by 20% or more. 
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The Company calculates a “cost ceiling” which limits the net book value of capital assets to the 
undiscounted and unescalated estimated future net revenues from production of proved reserves based 
upon period-end prices. Additional depletion is provided if the net book value of capitalized costs 
exceeds such future revenue. This test also takes into account future general and administrative expenses, 


site restorations and abandonments, financing costs and income taxes, all undiscounted and unescalated. 


Depletion is computed using the unit-of-production method where the ratio of production to estimated 
proved reserves, before royalties, determines the proportion of depletable costs to be expensed. 
Depletable costs are reduced by estimated future salvage values from wells, plants and facilities, and 
undeveloped properties are excluded from the depletion calculation until the quantities of proved 
reserves can be determined. 


Costs relating to the construction and development of drilling equipment are deferred until completion 
of the project. These costs are depreciated over future periods on a basis not to exceed the useful life of 
the equipment. Where there is a significant degree of uncertainty as to whether sufficient revenue will be 


generated from the equipment, the unrecoverable costs are expensed. 


Depreciation of drilling equipment and office equipment is computed on the declining balance method 
at the rate of 30% and 20% respectively per year. 


Future site restoration costs 

The provision for future site restoration costs relating to petroleum and natural gas properties, as 
estimated by the Company, is charged against income on a unit-of-production basis. The cumulative 
amount is reduced by expenditures incurred. 


Income taxes 

The Company uses the deferral method of income tax allocation. Income taxes are provided at current 
rates for all items included in the statement of loss regardless of the period when such items are reported 
for income tax purposes. The principal items which result in timing differences for financial and tax 
reporting purposes arise from claiming capital cost allowance and exploration and development 
expenses in excess of depreciation and depletion charged against income. 


Joint ventures 
A significant portion of the Company’s exploration, development and production activities are 


conducted jointly with other entities and accordingly these consolidated financial statements reflect only 
the Company’s proportionate interest in such activities. 
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Per share information 


Per share information is based on the weighted average number of shares outstanding during the period, 
which was 13,888,035 (1997 — 12,618,886). Fully diluted loss per share and fully diluted funds used in 
operations per share, as affected by stock options as described in Note 6, are anti-dilutive. 


3. Capital assets 


1998 1997 

Accumulated Accumulated 
Depletion and Depletion and 
Cost Depreciation — Cost Depreciation 
Petroleum and natural gas properties $3,880,121 $3,532,061 $2,381,514 $1,393,413 
Drilling equipment 427,154 324,233 427,154 277,288 
Office equipment sade (94,362 48,497 86,276 37,031 
$4,401,637 $3,904,791 $2,894,944 $1,7075732. 

Net book value $496,846 $1,187,212 


Investment 


In 1995, the Company received 1,000,000 shares of Airgen Corporation ("Airgen") as compensation for 
providing bridge financing to Airgen in 1995. These shares were valued at $nil for accounting purposes. 
At December 31, 1998, these shares were not listed on a stock exchange and had a nominal value. 


Write-down of investment 


The Company incurred total costs of $1,055,872 relating to the establishment of a joint stock company 
in Russia with a Russian joint venture partner. Costs incurred included travel, business promotion, 
professional fees, salaries and management fees charged by directors of the Company. The project was 
terminated during 1997 and accordingly all costs associated with the project were charged to income in 


that year. 
Capital stock 
Authorized— 


Unlimited number of common shares without nominal or par value 
Unlimited number of redeemable preferred shares 
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Issued—common shares 


1998 1997 
Number Number 
of shares Amount of shares oon. Amount 
Balance — beginning of year 13,872,103 $5,812,930 1253335169 $3,997,697 


Issued pursuant to exercise of 
stock options 35,000 17,500 29,266 14,632 
Flow-through shares issued for 


cash (net of issue costs of 


$5,903(1997—$1,537)) 335,000 161,597 1,209,668 905,713 
Tax benefit renounced (404,815) — 
Issued for cash (net of issue 

costs of $5,112) = a 300,000 . 894,888 
Balance — end of year 14,242,103 $5,587,212 135872,103 $5,812,930 


Stock options and warrants 
Stock options have been granted to directors, officers, employees and consultants entitling them to 
purchase common shares of the Company. At December 31, 1998, options to purchase 1,088,000 


common shares were outstanding as follows: 


Number of Exercise Expiry 
oe A Options, Price Date 
35,000 DoS January 28, 1999 
75,000 $0.70 June 9, 2003 
978,000 $0.55 August 27, 2003 


Flow-through shares 

Under this type of financing arrangement, shares are issued at a fixed price and the resultant proceeds 
are used to fund exploration and development work within a defined time period. The tax deductions 
arising are available to the investors, not the Company. The paid up amount for flow-through shares and 
the cost of petroleum and natural gas properties will be reduced by the estimated amount of tax benefits 
renounced to the purchasers of the shares when the qualifying expenditures are incurred. 
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Income taxes 


The provision for income taxes reflects an effective tax rate which differs from the expected Canadian 
income tax rate of 44.62% as summarized below: 


BIN i a areas 5 een f 1998 — Bee 1997, 
Statutory income tax rates 44.62 % 44.62 % 
Expected recovery of income taxes $ (1,017,310) $ (546,759) 
Non-deductible crown payments 12,545 We ee! 
Resource allowance (29,363) (27,962) 
Potential future tax benefit not recognized 1,025,140 555,626 
somes sae 
Income tax recovery $ — $ ne 


The Company has an excess of accumulated tax pools over the net book value of capital assets of 
approximately $3,259,000. These tax pool balances are available to reduce future taxable income. 


The Company has non-capital losses of approximately $1,700,000. These losses may be used to reduce 
future taxable income and will begin to expire in the year 2000. 


The potential future benefit of tax pools and losses has not been recognized in these consolidated 
financial statements. 


Financial instruments 
Financial instruments recognized on the balance sheet consist of cash and short-term deposits, accounts 
receivable, accounts payable and accrued liabilities and debt. The fair value of these financial 


instruments as at December 31, 1998 and 1997 approximates their carrying value due to the short term 


maturity of these instruments. 
Restricted cash 


Restricted cash represents proceeds from the flow-through share offerings which have not been spent on 


qualifying expenditures as at December 31, 1998 and 1997. 
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10. Uncertainty due to the Year 2000 Issue 


if, 


Most entities depend on computerized systems and therefore are exposed to the Year 2000 conversion 
risk, which, if not properly addressed, could affect an entity’s ability to conduct normal business 
operations. Management is addressing this issue, however, given the nature of this risk, it is not possible 
to be certain that all aspects of the Year 2000 Issue affecting the Company and those with whom it deals 
such as customers, suppliers or other parties, will be fully resolved without adverse impact on the 


Company’s operations. 
Events subsequent to December 31, 1998 


The Company has entered into an agency agreement dated February 22, 1999 whereby the agent will 
issue, on a best efforts basis, up to 5,000,000 units. Each unit comprises one common share and one share 
purchase warrant. Each warrant is exercisable into one common share at a price of $0.50 per share, and 
is exercisable at any time up to one year from the first closing date of the private placement. On March 
2, 1999, the Company completed a first closing of the private placement of 1,608,668 units at an issue 
cost of $0.45 per unit for cash proceeds of $687,705 net of issue costs of $36,195, and granted an option 
to the agent to purchase 160,866 units at $0.45 per unit. 


In addition, on March 2, 1999, the Company converted its long-term debt into equity through the 
issuance of 846,667 units, which units are part of the 5,000,000 units described above. The long-term 


debt was payable to a director of the Company and included interest expense of $15,715 accrued in 1998. 


The foregoing transactions do not have a material effect on the loss per share on a pro-forma basis. 
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